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The arguments for and 
against a return to 


The Gold Coin Standard 


O groups of arguments for the re-estab- 

lishment of a gold coin standard may, 
perhaps, be distinguished in the writings and 
speeches of those who propose it, one group 
relating primarily to the domestic economy 
and one to the probable effects on interna- 
tional trade and finance. In the first group 
the arguments run about as follows: 

1. Replacement of our “dishonest,” incon- 
vertible currency with an “honest” money 
having intrinsic value would promote confi- 
dence in the currency, and encourage savings, 


_ investment, long-time commitments, and pro- 


duction. 

2. Irredeemable paper money lends to in- 
flation, whereas the upper limits imposed upon 
currency and credit expansion by a thorough- 
going gold standard serve as a restraining 
influence on irresponsible politicians and over- 
optimistic businessmen. 

3. Present governmental taxing and spend- 
ing policies are wrong and dangerous. The 
gold standard would put a brake on public 


spending. 


4. As a corollary of the preceding argu- 
ment, since the gold standard would hinder 


_ further extension of government control and 


planning, it is a necessary implement of 
human liberty. 


Claimed International Advantages 


The second group of arguments, relating 
to the international advantages of a gold coin 
standard, generally make no distinction be- 
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tween the effects of a unilateral adoption of 
such a standard by the United States, and 
the multilateral establishment of an unre- 
stricted gold standard by many countries, and 
of exchange rates fixed by such a standard. 
The arguments run somewhat as follows: 

_1. The existence of premium markets in 
gold abroad and the lack of gold convertibility 
at home creates—and is representative of— 
lack of confidence in the gold value of the 
dollar. In the absence of a thoroughgoing gold 
coin standard we cannot convince anyone that 
we may not devalue the dollar. 

2. Restoration of “normal” patterns of in- 
ternational trade is being retarded by the 
inconvertibility of currencies in terms of gold 
and, therefore, one with another. This incon- 
vertibility has led to tariffs, quotas, exchange 
controls, and to general bilateralism. 

3. Under a managed paper currency system 


there is always the temptation to solve nation- 


al problems by devices which lead to inter- 
national disequilibrium. This, in turn, has led 
to domestic devices restrictive of foreign 
trade. The international gold standard, by 
eliminating the need for restrictive commer- 
cial policy, would increase the physical vol- 
ume of international trade, resulting in an 
improved division of labor and higher stand- 
ards of living for everyone. 


The Functions of Money 


First, let me say that I perceive no moral 
problem involved in this. quest'on of gold 
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convertibility. Money is a convenience de- 
vised by man to facilitate his economic life. 
It is a standard of value and a medium of 
exchange. Almost anything will serve as 
money so long as it is generally acceptable. 
Many things have served as money over the 
centuries, gold perhaps longest of all because 
of its relative scarcity and its intrinsic beauty. 

In this country we still retain some at- 
tachment to gold domestically, and more 
internationally, but to carry on our internal 
business we use a paper money (and bank 
deposit accounts) which has the supreme at- 
tribute of general acceptability. There is no 
widespread fear of the soundness of the dollar 
in this country, no widespread flight from 
money into things. The constant cry of wolf 
by a few has aroused no great public response. 
Savings, investment, long-term commitments, 
and the production and exchange of goods 
have gone forward at record levels. 

Much of the nostalgia for gold converti- 
bility is based, I believe, on fragrant memories 
of a state of affairs which was a special his- 
torical case; a state of affairs which no longer 
exists. The great period of gold convertibility 
in the world was from 1819 to 1914. It drew 
its support from the position which Great 
Britain occupied, during most of the 19th 
century and the early part of the 20th cen- 
tury, in the field of international production, 
trade, and finance. The gold coin standard 
flourished because the organization of world 
trade under British leadership provided the 
conditions in which it could, with a few not- 
able aberrations, work reasonably well. 


The Basic Factors 


The ability of the British to sustain, to 
provide a focal point for this system has been 
declining for many years, however, and the 
decline was hastened by two world wars which 
sapped the resources of the British people. 
The heir apparent of Great Britain, of course, 
was the United States, but up to now we have 
not been able to assume the throne and play 
the role. And until some way has been found 
to eliminate the lack of balance between our 
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economy and that of the rest of the world, 
other than by gifts and grants in aid, we 
won’t be able to do so. 

This is a problem of unravelling and cor- 
recting the influences, in international trade 
and finance, which have compelled worldwide 
suspension of gold convertibility, not vice 
versa. The job before us now is to attack the 


problems of trade and finance directly. We | 


should not deceive ourselves by thinking that 


gold convertibility, in some indefinable but — 


inexorable way, could solve these underlying 
problems for us. 

Nor is it true, of course, that gold con- 
vertibility prevented wide swings in the pur- 
chasing power of the dollar, even when we 
had convertibility. Within my own experience 
and yours, while we still had a gold coin 
standard, we had tremendous movements in 
commodity prices, up and down, which were 
the other side of changes in the purchasing 
power of the dollar. What happened to us in 


1920-21 and 1931-33 under a gold coin stand- © 


ard should prevent a too easy acceptance of 


that standard as the answer to the problem 


of a money with stable purchasing power. 


Monetary and Fiscal Policies 


When you boil it all down, however, and try 
to eliminate mythology from the discussion, 
the principal argument for restoring the cir- 
culation of gold coin in this country seems to 
be distrust of the money managers and of 
the fiscal policies of government. The im- 
pelling desire is for something automatic and 
impersonal which will curb government spend- 
ing and throw the money managers out of 
the temple, as were the money changers before 
them. 

To overcome the inherent weakness of 
human beings confronted with the necessity 
of making hard decisions, the gold coin 
standard is offered as an impersonal and auto- 
matic solution. Through this mechanism the 
public is to regain control over government 
spending and bank credit expansion. 

It is claimed that whenever the public 
sensed dangerous developments, the reaction 
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of many individuals would be to demand gold 
in exchange for their currency or their bank 
deposits. With the monetary reserve being de- 
pleted in this way, the government would be 
restrained from deficit financing through 
drawing upon new bank credit; banks would 
become reluctant to expand credit to their 
customers because of the drain on their re- 
serves; and the Federal Reserve System would 
be given a signal to exert a restraining in- 
fluence upon the money supply. In this way, 
Congress, the Treasury, and the Federal Re- 
serve System would be forced by indirection 
to accept policies which they would not other- 
wise adopt. 


Monetary Control Through Gold 


In effect, under a gold coin standard, 
therefore, the initiative for overall monetary 
control would, through the device of free pub- 
lic withdrawal of gold from the monetary re- 
serve, be lodged in the instinctive or specula- 
tive reactions of the people. No doubt some 
people would take advantage of their ability 
to get gold. There would be many reasons for 
their doing so. Conscientious resistance to 
large government spending, or fear of infla- 
tion, might well be among these reasons. 

But speculative motives, a desire for hoards 
(however motivated), and such panic reac- 
tions as are generated by unsettled interna- 
tional conditions or tempory fright concerning 
the business outlook or one’s individual se- 
curity—all of these, and more—would be 
among the reasons for gold withdrawals. The 
gold coin mechanism does not distinguish 
among motives. Whenever, for any reason, 
there was a demand for gold, the reserve base 
of the monetary system would be reduced. 

Moreover, if only the United States dollar 
were convertible into gold while practically all 
other currencies were not, hoarding demands 
from all over the world would tend to converge 
upon this country’s monetary reserves. Cir- 
cumvention of the exchange controls of other 
countries would be stimulated, and dollar 
supplies which those countries badly need for 
essential supplies or for development pur- 
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poses would be diverted to the selfish interests 
of hoarders. 


Adverse Effects of Gold Withdrawals 


Even if a particular reduction in the reserve 
base did occur for useful “disciplinary” reas- 
ons, the impact of such gold withdrawals upon 
the credit mechanism is likely to be crude and 
harsh. We had an embarrassing practical ex- 
perience with gold coin convertibility as 
recently as 1933, when lines of people finally 
stormed the Federal Reserve banks seeking 
gold, and our whole banking mechanism came 
to a dead stop. The gold coin standard was 
abandoned, an international gold bullion 
standard adopted, because repeated experience 
had shown that internal convertibility of the 
currency, at best, was no longer exerting a 
stabilizing influence on the economy and, at 
worst, was perverse in its effects. 

Discipline is necessary in these matters but 


‘it should be the discipline of competent and 


responsible men; not the automatic discipline 
of a harsh and perverse mechanism. If you 
are not willing to trust men with the manage- 
ment of money, history has proved that you 
will not get protection from a mechanical 
control. Ignorant, weak or irresponsible men 
will pervert that which is already perverse. 


The Dollar and Other Problems 


Here, I would emphasize my view that the 
integrity of our money does not depend on 
domestic gold convertibility. It depends upon 
the great productive power of the American 
economy and the competence vith which we 
manage our fiscal and monetary affairs. 

I suggest that anyone who is worried about 
the dollar concentrate on the correction of 
those tendencies in our economic and political 
life which have brought us a deficit of several 
billion dollars in our federal budget, at a time 
when taxes are high and production, employ- 
ment, and income are near record levels. 

I suggest that, going beyond the immediate 
situation, they address themselves to the 
difficult problem of the size of the budget, 
whether in deficit or surplus or balance. At 
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some point the mere size of the budget, in 
relation to national product, can destroy in- 
centives throughout the. whole community, a 
dilemma which is even now forcing curtail- 
ment of government expenditures by the 
Labor government in Great Britain. These 
are problems which gold coin convertibility 
cannot solve under present economic and 
social conditions. 


enterprise system 


Gold has a useful purpose to serve, chiefly 
as a medium for balancing international ac- 
counts among nations and as a guide to neces- 
sary disciplines in international trade and 
finance. It has no useful purpose to serve in 
the pockets or hoards of the people. To expose 
our gold reserves to the drains of speculative 
and hoarding demands at home and abroad 
strikes me as both unwise and improvident. 


Business leadership, together with that of labor, 
government, and education, is vital to the private 


The National Responsibilities 
of Business Leadership 


S I see it, the indispensable contributions 

of business leadership in the generations 

just ahead relate particularly to three vital 

social requirements. These I would identify 
as: 

1. The achievement of a more constructive 
relationship between management and or- 
ganized labor in the maintenance of profitable 
American commerce and industry; 

2. The establishment of a more effective 
partnership between business and govern- 
ment in the necessary public regulation of 
private competitive enterprise; 

3. The Gevelopment of a greater public 
understanding of the essentials of the private 
enterprise system in the sound evolution of 
our national economy. 

The number one problem of contemporary 
American economic life has to do with indus- 
trial and labor relations. In terms of national 
policy we have committed ourselves to labor 
organization and collective bargaining. Other 
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types of arrangement and procedure still pre- 
vail in many quarters, but the general pattern 
is now firmly set. It will be through collective 
bargaining that the conditions of employment 
will be determined for the vast majority of 
industrial workers in this country from now 
on—at least as long as the economy remains 
dominantly one of private enterprise. 


Labor-Management Problems 


Meanwhile during recent years labor organ- 
izations have grown enormously in strength. 
They have come to match in scope and power 
the paralleling organizations on the side of 
management. In some instances they have 


gone beyond this and now exert industry-wide , 


controls. In some instances their powers are 
well-nigh monopolistic. Negotiation of the 
labor contract has become truly a battle of 
giants in which much that goes on is a sheer 
testing of relative strengths. Where the public 
interest comes in is at times hard to see. 
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The situation as it stands is unstable and 
unsatisfactory. We cannot rely upon the 
police power to settle industrial dispute if the 
numbers involved get too large and the 
emotional charge too high. How do you get 
the railroads run if the railroadmen will not 
work? How do you get coal mined if the 
miners will not go into the pits? Forced labor 
has no place in a democracy; and there are 
real limits to the effective intervention of 
the State in attempts to resolve industrial 
disputes. 

What is desperately needed is a broader 
base of common knowledge and mutual un- 
derstanding in the continuous relationships 
of management and organized labor. This 
broader base is not likely to be quickly built. 
Deep prejudices still have to be eradicated. 
New philosophies have to be developed. New 
leaders have to take over in various quarters. 
But these are matters of goals, time, and ef- 
fort. 


The Role of Government 


The role of government in the supervision 
of the national economy cannot fail to be 
increasingly important. This follows from the 
nature of fundamental changes that have oc- 
curred over the years since the Republic was 
founded. Time was when the market was a 
place in which a substantial number of wholly 
independent sellers and buyers met to deter- 
mine through bargaining the price at which 
the buyers could be induced to take all or 
practically all the goods or services the sellers 
had ‘to offer. The essential conditions in such 
a market place were that both buyers and 
sellers were relatively numerous and acted 
independently. 

These conditions no longer prevail over 
much of our industrial economy. Consolida- 
tion and concentration have been going on 
for so long that in some markets you can 
count on the fingers of one hand the number 
of sellers who are effectively competing. It 
follows that we cannot wisely depend as 
fully as we used to on the interaction of the 
forces of the market place. The old idea of 


JANUARY, 1950 


“the less government the better” no longer 
holds. The government now has important 
functions to perform in seeing that the public 
interest is suitably protected. 

This is a function of government which 
cannot wisely be left to bureaucrats even if 
they are operating at a high level of public 
authority. The experience and knowledge of 
business executives have a place in the for- 
mulations of government policy and the con- 
crete administration of programs of regula- 
tion once these are adopted. What must be 
had is a working partnership of political and 
business leadership. 

Cooperation Needed 

It is clear that we have not had the benefit 
of any such relationship between government 
and business in recent years. On the contrary, 
there has developed a general antipathy which 
is now quite commonly taken for granted. 
This feeling is due in part to a record of past 
abuses and excesses on the part of business 
which gave rise to widespread public resent- 
ment. But the prevailing attitude toward big 
business is due in no small measure to mani- 
fest maneuver on the part of politicians seek- 
ing public support. Disparaging references to 
“Wall Street” and “economic royalists” have 
been expected to win votes. They have been 
used to that end. The public relations of 
business management have suffered in con- 
sequence and thus far business management 
has failed, for a number of reasons, to put 
on a successful counter-offensive in its effort 
to regain public favor. 

The fact remains that in times of crisis the 
politicians realize that they cannot success- 
fully cope with the economic and financial 
problems of government without the assistance 
of the business leaders of the country. Wit- 
ness what happened during World War II. 
Witness the employment of Paul Hoffman 
in the direction of the ECA program. It is 
unthinkable that the responsibilities of gov- 
ernment in.-dealing with its vast range of 
problems affecting business enterprises in this 
country and abroad can be wisely discharged 


except as the wisdom of business leadership 
is brought to bear. 

If this is to be accomplished, new attitudes 
must come to prevail in government and busi- 
ness quarters. A larger measure of mutual 
confidence and respect must be developed. All 
this calls for a basic reorientation on both 
sides. The professional schools of business 
administration have an important contribu- 
tion to make in bringing about these necessary 
improvements. 


The Private Enterprise System 


Lurking behind the dissensions and con- 
flicts which characterize our contempory 
economic life is a growing threat to the es- 
sentials of our private competitive enterprise 
system. That system, in combination with the 
vast natural resources of the North American 
continent, the energy and inventiveness of 
the American people, and the freedoms and 
protections provided by our governmental 
organization, has produced the highest stand- 
ard of material well-being thus far achieved 
in the history of civilization. If collective 
experience is to be a guide, the essentials of 
this private competitive order should be re- 
tained. Meanwhile all over the world the drift 
is toward collectivism. 

Resistance to this drift is not likely to be 
successfully developed in terms of the wisdom 
and vision of our leaders alone. Since the 
turn of the century, decisive power has come 


into the possession of the common man. We 
are now witnessing the combined effects of 
three great social developments: widening 
suffrage, popular education, and perfection of 
the techniques of modern mass communica- 
tion. The net result of these developments has 
been a shift in the location of political power. 
It is the common man asserting his newly ac- 
quired powers who is most likely to deter- 
mine the future of America in all its more 
important economic, political, and _ social 
phases. 

If over the generations just ahead our 
private competitive enterprise system loses 
its vitality and ultimately its life, it will be 
because of public indifference and ignorance. 
The American people are not likely in any 
future now foreseeable to vote for the regimen- 
tations of the Socialist state nor the brutal- 
ities of the Communist regime. What may 
happen is a subtle and continuous invasion of 
the blood stream of our economic system 
until it perishes from an incurable pernicious 
anemia. 

The only means of preventing any such 
course of events is to give to the American 
people as a whole a thoroughgoing understand- 
ing of the essential elements of the private 
competitive enterprise system. In achieving 
this end business leadership must join hands 
with educational and political leadership. No 
time is to be lost in bringing these combined 
forces to bear. 


mize stream pollution. 


PAPER AND ALCOHOL 


The American paper industry may be a major producer of alcchol as the result of a 
by-product development plan now in its first stages. The types of alcohol now obtain- 
able, as a paper industry by-product, are suitable for rubbing preparations, as ingredients 
in pharmaceuticals, perfume products, etc. It is expected that with additional refine- 
ment higher grades of alcohol will be produced. 

This development program was prompted by two factors: first, the search for means 
of reducing costs and increasing efficiency; second, treatment of waste materials to mini- 


The element in paper-making, from which the new alcohol production obtains its 
raw material, is the waste sulphide cooking liquor. This liquor is the agent used to cook 
pulp wood to the softness required to make it into paper. The disposal of this waste 
liquor has been a major problem to the industry. 
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is described by one of its leaders 


The remarkable progress of a basic industry 


Fifty Years of the Food Industry 


COUPLE oi years ago I had the unique 

opportunity of turning back the clock 
about fifty years and seeing firsthand what 
the American scene must have resembled at 
the turn of the century. With two of my as- 
sociates, I spent several weeks in the Union 
of South Africa studying the possibilities of 
building a new Heinz plant there. In the end, 
we didn’t establish a plant because the country 
is not ready for it. 

In South Africa, there are not available 
dependable sources of agricultural products 
of the kind and quality which we require and 
which are common to our own domestic agri- 
cultural economy. All of the normal risks of 
agriculture are present plus severe drought, 
ravaging windstorms, hail, and uncontrolled 
viruses complicated by a noticeable indiffer- 
ence on the part of the farmers. 

If the South African farmer finds it incon- 
venient to pick his tomatoes on the day of 
peak ripeness, he just doesn’t pick them. 
There are no marketing standards, there is no 
government or industry grading. Personnel- 
wise, there is a very small supply of people 
experienced in growing and processing foods 
commercially. One of the universities had 
plans to add a course in vegetable culture in 
their agricultural school but were unable to 
do so because of their inability to find a 
qualified instructor. The population, as a 
whole, eats too many cereals and too little 
animal protein and vegetables. Because of 
long distances, poor transportation, and the 
absence of a substantial food processing in- 
dustry, the farmers lack a dependable market 
for their products. 
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That is about where the United States 
stood fifty years ago. 


Then and Now 


At the turn of the century, the horse and 
mule furnished the nation’s farmers with work 
power. Citrus fruits were still limited in dis- 
tribution. Grapefruit had to be soaked in salt 
water to make it edible. Scarcely anyone had 
heard of soybeans. The first rural electrifica- 
tion program was still a dream. There were no 
county agents. Tuberculosis testing for dairy 
cattle hadn’t yet begun. No farmers had ever 
heard of 2.4-D or DDT. There wasn’t a de- 
partment of farm management in any agricul- 
tural college in the land, although a few col- 
lege professors were wondering about it. Not 
one man in a thousand would know what you 
were talking about if you mentioned soil 
erosion. 

It was the day of the pickle and cracker 
barrel, loose sugar and flour. The automobile, 
the electric light, and the telephone had not 
yet made an impact on our economy. It was 


‘the day of the 70-hour week. 


It was about then that farming began the 
long road to mechanization. Even as late as 
1929, there were only 750,000 tractors. Today 
there are three and one-half million and the 
saturation point is far from being reached. 

The distribution of food has become more 
and more efficient. In 1929 there were 482,000 
food stores doing a total business of $1214 bil- 
lion. Today there are 545,000 food units doing 
a total yearly business of nearly $32 billion. 
Retail sales per employee have stepped up 
from $4,000 to $30,000 a year. And since 
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1917 grocery store markups have dropped 
from 40 to 45 per cent to about 15 per cent. 

We have been influenced by two world 
wars, a devastating depression, and two per- 
iods of almost unreal prosperity. All these 
years food has had a vital role. In the first 
world war the slogan was “Food will win the 
war,” and the farmers were urged to plant, 
plant, plant. During and after the second 
world war our country became the granary, 
as well as the arsenal of democracy. 


Progress in the Food Industry 


This brief glance backward is important be- 
cause it is not always realized how rapidly 
the food industry has developed. We are 
perhaps more impressed by the rather dra- 
matic developments in other fields. Some of 
the new discoveries in chemistry, electronics, 
and nuclear fission are far more spectacular 
than anything that has occurred in the food 
industry. Yet in good years and bad the food 
industry has kept pace with the demands of 
an expanding population and has maintained 
a continuous improvement in the variety and 
quality of its products. 

While all these things were going on, one 
essential characteristic of the food industry 
did not change. It has remained an industry 
of relatively small companies fiercely com- 
petitive. Ninety-four per cent of all the em- 
ployees in the biggest industry in the country 
work for companies employing less than 2,500 
persons. There are no Detroits or Akrons in 
the food industry, for food processors oper- 
ate in hundreds of small towns and villages 
throughout the country. One can still start in 
the food business with small capital. 

Fifty years ago the social life of this 
country was simplicity itself. Travel was re- 
stricted. There was no network of highways 
or fast truck transportation. Movies, radio, 
and the mass media of today were unknown. 
The Saturday Evening Post had a circulation 
of 182,500 and McCall’s boasted 175,000. 
The average life span of the individual was 
48.2 years. Our diet was simple and restricted 
principally to meat, bread, and potatoes. An 


orange was a treasured Christmas gift and 
salads were considered by many as slightly 
effete. By and large, the family diet was 
limited to the produce of a relatively small 
section of the country in which it lived. 


The Role of the Food Industry 


In the ensuing fifty years, at least in part 
due to the improved quantity and quality of 
the products of our industry, Americans were 
better nourished than any other people in the 
world. Life expectancy has increased to 62.8 
years. The per capita consumption of potatoes 
and grain products declined 40 per cent 
since 1909. During the same period the per 
capita consumption of dairy products rose 50 
per cent and consumption of citrus fruits and 
vegetables shot up 150 per cent. 

Women who used to spend as much as nine 
hours a day in the kitchen now average two 
and one-half hours. The products of the food 
industry, combined with the mechanization of 
the home, made this possible. There are new 
products in common use that were unheard 
of fifty or even twenty years ago—such as 
baby foods, mixes, frozen foods, and juices. 
It is not insmodest to state that the food in- 
dustry has made a major contribution to the 
development of the standard of living and the 
health and diet of the American people. 


Possibilities of the Future 


The economic role of the food industry in 
the future, as in the past, is complicated by 
the divergent groups which the companies in 
the industry must please. Our stockholders 
are entitled to an adequate reward for the 
investment of their money and our employees 
expect wages which will allow them to live 
comfortably. 

The farmers expect a fair price for their 
products and the other links in the life line— 
the distributor and the retailer—expect to 
earn an adequate profit for handling food 
products. 

And, of course, the desires of all of these 
groups are subordinate to the wishes of the 
American housewife. 
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Tex Rickard once said that the way to 
succeed was “to give the public what they 
want, the way they want it, and not what 
you think best.” While he may have been 
right about prize fighting, I think we must 
follow rather the philosophy of Edward Bok 
who said that we must “give the public what 
it wants, but always try to raise their sights.” 

We must, where possible, spend even more 
dollars than we have in the past for research 
in the field of nutrition and new and improved 
products. Our willingness to spend dollars to 
improve our products is the best possible evi- 
dence to the consuming public that the food 
industry is operating in the public’s interest. 

We in the industry have an obligation to 
raise even further the food standards of 
America. There is still far too much food that 
is poorly prepared and unappetizingly served 
on the dinner tables in this country. We can 
do much to make better cooks out of the 
American housewife: We have taught her to 
use our products at a great saving of time and 
labor. We have done an effective job of selling 
variety, flavor, and convenience. But we 
should do more to cultivate a wider apprecia- 
tion for good foods, well prepared and at- 
tractively presented. Incidentally, the news- 
paper and magazine food editors and home 
economists are doing a splendid job of edu- 
cating the public along these lines. 

Ten years ago 6.8 per cent of the popula- 
tion was over sixty-five years of age. Ten 
years from now 9.1 per cent will be over 
sixty-five. We have a whole new field for 
development in the area of geriatrics. 


Government and Business 


Fifty years ago the policy of our govern- 
ment was still very much one of laissez- 
faire. If some horseradish contained a few 
turnips, if canned vegetables were sometimes 
inedible, if an occasional side of beef was not 
as fresh as it should be, neither the govern- 
ment nor the industry became too exercised 
about the matter. I believe, however, that we 
should recognize that over the years we have 
received some valuable assistance from the 
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government. Perhaps more than any other 
single event, the passage of the pure food 
laws marked the birth of the present-day food 
processing industry. 

With the passage of that legislation, pro- 
cessors began to progressively improve their 
products and develop higher standards. Equal- 
ly important, the pure food laws became the 
foundation for the building of public confi- 
dence in processed foods. It is no longer 
necessary for little boys to return home via 
the back alleys when they purchase baker’s 
bread! 

There has been other welcome assistance 
from the government. The work of the agri- 
cultural research stations in improving the 
quality and yield of agricultural products has 
made our job easier. 

Government sanitation inspection has en- 
couraged us to raise our standards. The work 


of the county agents has certainly improved 


the efficiency of the nation’s farmers. These 
are all government services which are desir- 
able and enable us to do the kind of job we 
all want to do. 

I mention these matters because all too 
frequently we businessmen are far from com- 
mendatory in our comments about the activ- 
ities in Washington. I hasten to add, however, 
that I cannot be so complimentary about all 
government activities. We can all recall our 
experience with NRA, the doctrine of con- 
trolled scarcity, the threats of grade labeling, 
and minimum pricing. But for the basic belief 
of our nation’s people in free enterprise, a 
small group might have won its fight to have 
price controls as a continuing part of the 
American economy. I cannot help but be con- 
cerned over the continuation of farm subsidies 
which were supposedly a wartime measure, 
and now threaten to permanently subsidize 
the farmer at the expense of the rest of the 
American people. Subsidies in the long run 
may weaken the competitive strength of our 
farmer in the world market. 

In the future the food industry will con- 
tinue to be an integral part of our political 
system. As such, we in the industry have an 
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obligation to originate and propose policies 
and actions in areas where our interests are 
affected, and where the government can per- 
form a desirable service for the benefit of the 
economy as a whole. But we must recognize 


The head of a small business 


organizational planning 


that the primary responsibility of the govern- 
ment is regulatory and we should steadfastly 
oppose any activities which lead to govern- 
ment direction and control of our industry 
or any other segment of our economy. 


forms a wide 


variety of functions, and needs careful 


Organizational Problems of 


Small Business 


SMALL business has to perform as many 
different functions of management as a 
large business. The big company divides these 
responsibilities among numerous highly paid, 
skilled specialists. A small business cannot. 
Many a corporation executive would fall 
down on the job that a small businessman has 
to do. The vice-president in charge of sales, 
for example, might be quite unable to schedule 
production. Yet the typical small businessman 
performs the functions of both sales manager 
and production engineer, and in addition those 
of personnel director, chief accountant, pur- 
chasing agent, and supervisor of research. 

It is extremely difficult for one person to 
do a large number of things equally well. 
Competence in the different fields requires 
different trainings and experience, and to 
some extent different personal traits. A crafts- 
man who has gone into business for himself 
may fail to recognize that the market he can 
hope to reach will not support the quality he 
insists on building into his product. A business 
established by a former salesman may find 
itself in trouble, despite an adequate volume, 
because of poor working capital management. 
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The man who likes to analyze operating data 
to find where the profits come from and where 
the losses originate may have little ability to 
meet people and persuade them to place or- 
ders. A flair for creative design does not 
guarantee that its possessor will also have a 
sober respect for production deadlines and 
credit investigations. 

Must the small business, because it cannot 
employ high grade specialists, depend on third 
or fourth raters? Or must the small business 
manager undertake responsibilities for which 
he has no liking and little understanding? 
This invites not only poor performance of 
some functions, but, what may be worse, non- 
performance through failure to perceive a 
need. The place to look for a solution is in 
the practices of successful small businesses. 


Supplementing the Owner’s Abilities 


Most successful businessmen adopt the 
practice of associating with persons who com- 
pliment, rather than duplicate, their own 
abilities. The most direct and complete ap- 
plication of this principle takes the form of 
sharing ownership and control. The intelli- 
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gent person chooses as a partner someone who 
will improve the firm’s performance as well 
as increase the number who contribute capital 
and share responsibility and profits. The 
same principle is followed in hiring and train- 
ing assistants to supplement the employer. 

The independent businessman may object 
to sharing either control or profits of his en- 
terprise. He points out, usually with consider- 
able justification, that no one wanted to share 
the losses and grief of the formative, strug- 
gling stage of development. He further notes 
that a policy of hiring younger men, and 
training them to assume responsibility, has 
its drawbacks. About the time a young man 
becomes valuable to the small business, he 
discovers that he has become still more 
valuable to larger concerns, or that he now 
has the necessary experience to branch out 
on his own. 

These objections have merit. Some small 
businesses, however, have been able to hold 
key administrative employees through profit- 
sharing or bonus plans. Other small business- 
men, who have sold an interest to bring in 
someone to do the things that they themselves 
did poorly, would take issue with the object- 
ors. They argue that half a profit is better 
than all of a loss. 


Contracting Out and Hiring 
Consultants 


There are ways of minimizing, avoiding, 
or correcting the weak side of unspecialized 
management without sacrificing control. Some 
pieces of a business can be contracted out. 
Even the largest corporations sub-contract 
production of parts, often to small businesses. 
A small businessman who can design and sell 
a product, but lacks production ability, might 
well contract out all of his production, at 
least until he can hire someone with produc- 
tion ability or acquire it himself. Small manu- 
facturers frequently contract out most of the 
sales function, either to an exclusive sales 
agency or to manufacturers’ agents. Book- 
keeping services that not only set up the 
books but make the day to day entries and 
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prepare regular reports for small businesses 
now flourish in many areas. Even purchasing 
can be contracted out, and is, for some lines 
of merchandise, by small department and 
apparel stores. 

A closely related method is to hire consul- 
tants on a fee basis as need arises. Legal ad- 
vice usually is obtained this way. Services of 
commercial laboratories, industrial engineers 
and management consultants can be hired, as 
can those of marketing specialists and ad- 
vertising agencies, cost accountants, public 
relations experts, and others. A number of 
functions of personnel management can be 
obtained on a fee basis, including employee 
interviewing, selection, and training. 

Experience by Association 

Neither contracting out nor hiring consult- 
ants on a fee basis overcomes the difficulty of 
deciding what management functions to get 
rid of, and to whom. If the small businessman 
does not understand a management function 
well enough to perform it himself, how can 
he judge the adequacy of another’s perfor- 
mance and the reasonableness of another’s 
charge? This comes back to the principle of 
associating with those who compliment, 
rather than duplicate, one’s own abilities. 

The well-informed are observed seeking 
the company of capable people whose interests 
and attainments differ from their own. They 
deliberately encourage shop talk, but of the 
other person’s shop. Through such contacts, 
blind spots become apparent and, in time, 
shrink or disappear; judgment of what and 
who is sound, even in a strange field of in- 
terest, takes form. In this way, disabilities of 
the non-specialized character of small business 
management can be minimized. 

Finding Time to Manage 

A second organizational problem of small 
business arises out of management’s difficulty 
in finding time to manage. The small business- 
man, in addition to being his own vice-presi- 
dents and department heads, only too often 
becomes his own most reliable employee in 


each department. When a shipment of goods 
arrives, the small retailer, acting as receiving 
clerk, checks them in. He marks them, carries 
them to the stockroom and issues some for 
immediate display. He then arranges the 
window and interior displays, steps behind 
the counter and sells the merchandise, fills 
out the sales slip and rings it up, enters the 
charge on the customer’s record, and sends out 
the bill at the end of the month. Immediate 
operating necessities crowd out his thinking, 
analyzing, and planning activities except for 
such time as he can steal from his family or 
from his sleep. 

If managerial responsibilities require only 
part of the small businessman’s time he might 
as well earn wages for the other part. If some 
of the things, marking and arranging displays 
for example, call for exercise of business judg- 
ment or talent that could not reasonably be 
expected of employees, he should do them. 
But if he permits clerical or manual work, or 
other lower level activities to encroach on 
time and energy needed to study, plan, and 
direct the business, he is guilty of poor man- 
agement. Seeing a job ignored or done ineptly 
quite understandably irks him. If he does it 
himself, however, wondering what the busi- 
ness would come to if he did not, his arithme- 
tic is faulty. The pertinent comparison is not 
between doing and failing to do the unimpor- 
tant job, or between the way he does it and 
the way an employee would do it, but between 
the unimportant job he does and the impor- 
tant job he could have been doing. As often 
as not, one important job that he could have 
been doing is finding out how to select and 
train employees to do the unimportant jobs 
satisfactorily. 

Job Analysis and Organization Charts 

How can a busy man take enough time for 
policy and management decisions, and for 
long-run planning, in the face of pressing 
needs for short-run action? Common sense 
again suggests looking for the answer in the 
practices of successful small businesses. 

Successful small, as well as large, businesses 
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commonly analyze the things that need to be 
done and assign definite responsibility and 
authority for each of them to individual em- 
ployees and principals. The job description 
and the organization chart are the major 


_ devices used, but they are not the only ones, 


Articles of co-partnership, agency agreements, 
and contractual arrangements also establish 
responsibilities and authorities. 

Formal delineation of duties and responsi- 
bilities can help even the smallest business. 
The first attempt is likely to omit some 
activities. They can be added, and if the 
general outline does not accommodate them 
its revision is indicated. In any event, growth, 
development, shifts to meet changing business 
conditions, and the like necessitate periodic 
review of the entire organizational pattern. 
Sometimes just trying to describe what needs 
doing and what each member of the organiza- 
tion does will show up gaps, illogicalities, 
ambiguities, or inconsistencies which immed- 
iately suggest their own corrections. 

The owner of a small firm employing about 
twenty persons in a rather technical field, for 
example, found that things did not go smooth- 
ly in his absence. He had to be away fre- 
quently, sometimes for considerable periods, 
arranging for application for his equipment on 
the site, so that these breakdowns became 
matters of serious concern. Yet the business 
ran well when he was present. The employees 
worked together in a friendly, informal at- 
mosphere, with excellent morale. As new 
situations developed or questions arose, he 
made decisions on the spot and his assign- 
ments were cheerfully and ably carried out. 


Systematizing Operations 

After careful consideration, the owner con- 
cluded that his on-the-spot decisions and 
assignments lacked system. A number of the 
older employees had been with him from the 
inception of the business, and were familiar 
with all aspects of it. He had tended to assign 
new or urgent work to the most available one 
of these. As a consequence, no employee knew 
where his responsibility started or ended. 
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With the help of an outside personnel ex- 
pert, the owner drew up job descriptions 
covering all operations, and rated each job. 
They then prepared an employees’ manual 
setting forth in some detail the duties of each 
position, carefully describing its relation to 
other positions, and showing how each ac- 
tivity contributed to the concern’s success. 
The manual told each employee what he had 
to do, why he had to do it, and to whom he 
was immediately responsible. As a result, the 
owner can get away from time to time without 
fear that operations will bog down during his 
absence. The analysis of each operation bene- 
fited the business in another, unexpected way. 
The owner discovered that he had too many, 
rather than too few, mature employees who 
were willing to accept responsibility. The firm 
now employs a higher proportion of young, 
unskilled labor, and gets more production 
per man-hour and per wage-dollar. The owner 
and the outside consultant review the entire 
organization, whether the owner thinks re- 
vision is necessary or not, at regular intervals 
—at present, annually. 


Delegation by Level 


Smallness does not bar a business from 
delegation by level. If the small businessman 
has to spread his time among many functions, 
it is all the more important that he assign the 
lower level operation of each function to an 
employee or employees. By analyzing all jobs, 
including what the manager does, much of the 
work can be so systematized that management 
attention is required only in the later stages, 
at the higher levels. Chain stores have so 
thoroughly routinized inventory control that 
the manager spends little time on it, and what 
time he does spend is confined to making 
decisicns on the basis of reports that have 
been prepared down the line. The trick is to 
have this preparation cover everything that 
management needs to make its decisions. 

The typical small business by its very 
nature seldom follows routine patterns. Its 
flexibility, indeed, is one of its great advan- 
tages. Yet a large amount of the work remains 
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the same. The first time a small businessman 
studies his operations carefully he is almost 
invariably amazed to discover how far job 
standardization, routinization, and systemati- 
zation can be carried. He will be further 
amazed to learn how much of the preparation 
of material for management decisions can be 
successfully delegated to employees, once 
management makes up its mind what it is 
deciding, what factors influence the decision, 
and what information on those factors can be 
had and in what form it is to be presented. 

While an unspecialized management does 
not have assistant managers taking full re- 
sponsibility for certain functions, it can have 
assistants to the manager relieving him of 
lower level activities in each function. 


Retirement or Incapacity of Founder 


Unavailability of replacements for key per- 
sonnel is a third organizational problem of 
small business. The owner pinch-hits for a 
sick janitor one day, and for a honeymooning 
clerk the next. He dare not stay away from 
the business for more than a few hours. When 
he wants to retire, no one can take over. 
Should he become permanently incapacitated, 
or die, the business goes to pieces or has to 
be liquidated at distress prices, because, with- 
out him, it ceases to be a going concern. 

While the limitations of small, as compared 
to large, businesses in respect to recruiting 
and training people to replace key officers and 
other personnel cannot be entirely overcome, 
they can be lessened. It does not just happen 
that the large corporation has a replacement 
for its retiring president. More likely, the 
person who replaces him has been awaiting 
the opportunity for some time—perhaps has 
remained with the company only because of 
that prospect. 

Planning for either a greater specialization 
of management or retirement of management 
is comparatively easy in a rapidly growing 
business. But suppose the business does not 
expand rapidly enough to utilize and recom- 
pense the increasing capacities of younger, 
developing men. The most desirable young 


men develop the most rapidly—business vol- 
ume does not necessarily develop at the same 
rate simply by willing it so. How then are 
promising young men, with a good start 
toward being able to assume important re- 
sponsibilities, to be held? One reply is that 
they should not be held. 

Few wusinessmen would put themselves in 
the position of deliberately hampering a 
younger man’s career. Yet association with a 
business that he ultimately outgrows need 
not harm a young man’s future. Experience 
in a small concern, where he can participate 
in a number of essential activities, at or near 
the policy level, certainly does not disqualify 
a person for employment in a larger company. 
On the contrary, it enriches his background. 
The small businessman, in turn, has had the 
services of a capable person for as long as his 
business could afford it. Having able people 
work for him during the earlier stages of their 
development is preferable to having less able 
ones permanently. When word gets around 
that his employees find good positions else- 
where, he can have his pick of the young 
people entering business. 

Furthermore, those who have graduated 
from his business may, because of familiarity 
with his abilities, place orders with him. 


Planned Delegation by Function 


A small business can overcome many of the 
organizational difficulties of small size, if 
management plans it that way. It has been 
done, by combining the devices of contracting 
out some functions or hiring consultants on 
a fee basis, analyzing operations and dele- 
gating responsibilities by level, and adopting 
a recruitment and training program looking 
toward delegation by function and retirement 
of the principal at some future date. One small 
manufacturer contracted out much of the 
sales function and hired a bookkeeping ser- 
vice. He routinized his operations and dele- 
gated responsibilities, to some extent, by 
level. Meanwhile, he carefully trained his 
younger brother, in school and in the plant. 
The brother became assistant to the owner, 
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with limited authority in several functions of 
management. Another, still younger man, the 
son of a business associate, joined the staff, 
As the two younger men developed, they as- 
sumed responsibilities commensurate with 
their abilities. This was accomplished without 
a sharp increase in the volume of business, 
by pulling into the plant some of the activi- 
ties that were contracted out in the beginning. 
The concern now performs more of its own 
promotion and sales functions, although it 
still finds it advantageous to let outside 
specialists handle part of them. The concern 
also does its own bookkeeping and has added 
cost accounting. The brother is now assistant 
manager, with the still younger man helping 
him. The founder—no longer the sole owner 
—is looking forward to retirement at a com- 
paratively young age. 

This small manufacturing company still 
has a relatively unspecialized management, 
consisting of the two brothers assisted by the 
younger associate. Furthermore, the three in- 
tend to remain relatively unspecialized, be- 
cause that is one of the chief reasons why 
they like being small businessmen. 


DILEMMA IN PENSIONS! 


The current spread of industrial pen- 
sions may mean security for older work- 
ers now employed but raises new problems 
for jobseekers over forty-five years of age. 
Right now, the spread of pensions means 
that fewer jobseekers are getting hired 
solely on their ability to do a job. Age 
and physical handicaps are a growing 
consideration. Employers are shifting their 
position because they are not sure of the 
effects of new and future pension plans 
in labor contracts. 

Generally, this policy is expected to be 
short-lived. Most pensions are based on 
actuarial formulas that tie the amount 
payable at retirement age to length of 
service. 

The fact remains, however, that today 
the over-forty-five applicant is running in- 
to bars at the industrial hiring gate. Un- 
til companies know just where they stand 
on pensions, they may limit the number 
of older men and women hired. 
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The key factors in the business situation suggest 
stable business conditions in the coming year 


The Outlook for 1950 


OR a ten-year period, from 1939 through 
1948, with one exception, substantially 
the same annual business forecast would have 
been accurate each year: “Business will get 
better, and prices will rise.” 

The exception was 1945, when an accurate 
forecast would have been: “The war will end, 
and business volume will drop sharply but 
briefly; prices, however, will stay up.” 

An accurate forecast for 1949, however, 
would have had to read: “The volume of 
business and the level of prices will be lower.” 

What of 1950? Will business and prices 
rise, fall, or remain stable? Is the Great Up- 
swing finished, or will it continue? 


Key Factors in Recent High Levels 


In estimating the business outlook for the 
coming year, it is pertinent to analyze the 
factors that have produced the high level of 
business in recent years, and to inquire 
whether these factors are still potent. Then 
we may inquire whether there are any new 
forces—favorable or unfavorable—which will 
affect the situation. And finally we may 
think about conditions which would cause any 
movement—upward or downward—to become 
cumulative, and what would be done about 
it if such a movement should develop. 

The high level of business activity of recent 
years had two principal supporting factors: 

1. A back log of accumulated shortages of 
goods; and 

2. A great increase in the quantity of 
money. 

Shortages of needed and wanted goods de- 
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veloped on a tremendous scale from 1929 to 
1945. During the depression, many types of 
consumer goods were not produced in ade- 
quate amounts because people could not buy 
them. And capital goods were under-produced 
because the existing capital equipment was 
more than adequate to produce the reduced 
output of consumer goods. Then, during the 


. war, production of many types of goods was 


restricted, in order to make materials and 
manpower available for war purposes. 

The net effect of 16 years of under-produc- 
tion was to put the entire country far behind 
its needs. The accumulated demand after 
World War II, however, was not so large as 
the sum of the annual amounts by which 
goods previously had been under-produced. 
Many desires, if unfulfilled at the time, disap- 
pear. For example, a family that could not 
afford to buy toys for their children in the 
depression might not be interested in buying 
toys in 1945. 

During the war the quantity of money was 
increased enough so that the people who 
needed the goods also acquired the money to 
buy them. In 1940 the total amount of money 
in the United States (currency plus bank de- 
posits belonging to the general public) was 
$66 billion. 

Then came the war. War expenditures were 
financed partly by borrowing from banks. 
This operation, plus increased business bor- 
rowing, created new deposits; and the total 
supply of money rose to a postwar peak of 
$170 billion at the end of 1947. Since that 
time an irregular decline has occurred, with 
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some signs of recent leveling off at a figure 
of $166 billion. 

These new war-generated deposits were 
created by the banking system, and paid out 
by the government. These payments swelled 
incomes, which were increased again as the 
money was re-spent. 

The net effect of this monetary expansion 
was that at the end of the war the American 
people—individuals, corporations, and other 
entities—had plenty of money to buy the 
goods that they wanted so badly. 

The demand for goods was immense—much 
larger than the supply. Indeed the increase in 
the amount of money stimulated demand so 
greatly that a general price inflation resulted, 
as well as full employment and record-break- 
ing production of goods. 


Gradual End of These Stimulating 
Factors 


Thus in the postwar period favorable fac- 
tors produced a high level of production and 
consumption, combined with a seller’s market 
in almosi all lines. 
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The effects of these stimuli have been grad- 
ually wearing off. First in small goods, then 
larger goods, production was stepped up to 
catch up with demand. 

As the price level rose, the increase in the 
money supply gradually began to lose its 
pulling power. In 1948, net foreign invest- 
ment dropped sharply. 

By 1949, many of the deficiencies had been 
made up. Several important areas, however, 
still are under-supplied. These included: 

1. Many types of capital goods, 

2. Many types of industrial and business 
buildings, 

3. Dwellings, and 

4. Automobiles. 


Foreign Influences 


Our prosperity in recent years was caused 
chiefly by purely domestic factors. Foreign 
purchases of goods, however, made a signifi- 
cant contribution to the gross national 
product, for a while. 

Net foreign investment (essentially the 
net export surplus on private account) came 
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to these figures: 1946, $4.7 billion; 1947, $8.9 
billion; 1948, $1.9 billion; first half of 1949 
(annual rate), $.75 billion. 

Thus part of the recent business decline 
is traceable to a drop in net foreign invest- 
ment. 

The future of this factor is clouded by the 
uncertain international situation. 


The 1949 Slump 


As might have been expected, the gradual 
decline in the important supports of business 
activity (domestic and foreign) set the stage 
for a slump. 

That a drop occurred in 1949 was not 
strange. Indeed, the really significant thing 
about the 1949 decline was that it was so 
mild. 

The possibility of a business slump had 
been talked about ever since the end of the 
war. When it finally came, it was described 
in many quarters as “The best-advertised re- 
cession in history.” 

Considering how everyone had been antici- 
pating a break, it is remarkable that the 
business drop did not turn into a big thing. 
People might have been expected to think, 
“at last it has come; the slump is here.” 
Then they might have suited the action to 
the word, cut expenditures, postponed pur- 
chases; and, in the doing, precipitated the 
very decline which they expected. 

Actually, however, little of the sort oc- 


curred. Both consumer expenditures and 


capital expenditures held up. On the other 
hand, the only area where expenditures de- 
clined substantially was in connection with 
business inventories. 

In the four quarters of 1948, business 
increased their inventories at these annual 
rates (in billions): $4.1, $5.3, $7.4, and $9.0. 
In the first quarter of 1949, however, the 
increase dropped to $3.6 billion; and in the 
second and third quarters inventories were 
decreased at the annual rates of $1.4 billion 
and $2.4 billion respectively. Thus in nine 
months the annual rate of inventory contri- 
bution to the gross national product dropped 


M JANUARY, 1950 


by $11.2 billion. This decrease almost ex- 
plains, by itself, the drop in the annual rate 
of the gross national product from $270.3 
billion to $256.3 in the same period. 


Elements of Strength 


It is pertinent to ask why the 1949 slump 
failed to start off the old vicious circle of 
deflation. The answer is partly because the 
basic factors in the business picture were still 
too strong, and partly because the nation’s 
economy did not have certain vulnerable 
points of weakness which existed in earlier 
periods. 

Here are some of the ways in which the 
business system was stronger in 1949, and 
is stronger today, than in certain earlier 
periods: 

1. The liquid asset position of both indi- 
viduals and corporations is strong. 

2. The banking system is strong. 

3. Inventories of some $55 billion are not 
large relative to sales. 

4. Agricultural price supports preclude 
large price breaks in these products. 

5. The total of private debts is not large 
relative to the national income. 

6. Unemployment compensation would help 
to provide a cushion against a cumulative drop 
in business. 

7. Consumer credit, though at an all-time 
high ($17.2 billion in October) is not exces- 
sive relative to consumer incomes and con- 
sumer liquid assets. 

8. People feel that if a serious slump should 
occur governmental expenditures would be 
undertaken in many fields to maintain pur- 
chasing power and employment. 


The Demand for Goods 


The level of prosperity (in the business 
cycle sense) depends on the general demand 
for goods. Are there any large areas where the 
demand is likely to rise or fall spontaneously 
in the near future, thereby initiating a spread- 
ing circle of cumulative intensity? 
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Of the many areas of expenditure, these 
are large ones worthy of special consideration: 

A. Business expenditures 

1. On buildings 
2. On equipment 
3. On inventories 
B. Consumer expenditures 
1. On homes 
On automobiles 

C. Government expenditures 

D. Net foreign investment 

As noted above, the outlook for net foreign 
investment is clouded by international un- 
certainties. 

Governmental outlays seem unlikely to be 
cut much in the near future. Within the next 
few months, the Russians can hardly be ex- 
pected (a) to become tranquil and coopera- 
tive, and (b) to convince us that they have 
done so. Indeed, if the international situation 
should deteriorate, military expenditures 
might be increased. 

Federal government expenditures probably 
will be higher in 1950 than in 1949. Tax rates 
probably will not be increased; and a deficit 
of some $5 billion is in prospect. 

The technical effect of increased federal 
expenditures is stimulating. When there is 
also a deficit, the effect is increased if the 
deficit is financed by borrowing from non- 
banking sources. To the extent that borrowing 
from banks occurs, the effect is further in- 
creased. 

Backlogs of public works have been esti- 
mated to amount to $100 billion. Large 
increases in expenditures on these items, 
however, are not imminent. If later on a 
serious slump should occur, large expenditures 
on public works would occur. 


Consumer Spending 


Recent surveys of consumer buying inten- 
tions, made by the Survey Research Center 
of the University of Michigan for the Board 
of Governors of the Federal Reserve System, 
indicate a large continuing demand for homes 
and automobiles. 

The survey shows Americans may be ex- 


pected to buy or build between seven and 
twelve million homes in the five-year period 
of 1949-1953, provided that economic con- 
ditions are favorable and houses are available 
at acceptable prices and on favorable financ- 
ing terms. These figures foreshadow consider- 
able underlying strength in the housing 
market in the years immediately ahead. 

Current figures on the number of new 
dwellings started confirm this conclusion, 
The monthly number of new housing starts 
reached 100,000 in April and May of 1948. 
It then slumped rapidly to 50,000 in January 
and February of 1949. A rapid rise followed, 
the figure again hitting 100,000 in September 
of 1949, 

Consumers’ plans for buying automobiles 
were also investigated by the Michigan Sur- 
vey Research Center in July of 1949. The 
study showed that at least as many consumers 
planned to buy cars within the coming year 
as had planned to do so at the beginning of 
1949. However, the majority of prospective 
automobile purchasers reported they would 
postpone their purchases until the first half 
of 1950. 

The same survey revealed a slight decline 
in intentions to buy radios, washing machines, 
and stoves; and an increased expectation of 
buying television sets. 

The high rate of individual saving during 
the second half of 1948 and the first half 
of 1949 suggested that people were postponing 
unnecessary expenditures. Now that prices 
have declined somewhat, people are likely to 
spend a bit more freely, especially as busi- 
nesses change their product, price, and mar- 
keting policies from those of the sellers market 
to the old-fashioned ones of a competitive 
market. Personal saving, which hit a high 
annua! rate of $16.3 billion in the first quarter 
of 1949, dropped to $13.3 billion in the third 
quarter. 


Business Spending 
Businesses have ceased to dis-inventory. 


They probably need to build up their inven- 
tories, although perhaps not so rapidly as in 
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1948. Hence in 1950, inventory policies will 
support general business much more than in 
1949, but less than in 1948. 

Capital expendiitures have been very large 
in recent years. In three years, 1946-1948, 
industry spent $50 billion on durable equip- 
ment. The 1949 figure appeared likely to be 
nearly $20 billion. 

Despite these huge expenditures, however, 
industry today has only about the same 
amount of capital invested per worker that 
it had in 1929. The long-term trend in the 
provision of capital goods would suggest that 
industry will need many billions of dollars 
worth of additional capital goods. 

Despite this long-term need for more and 
newer capital goods, it would not be unreas- 
onable to expect that, because of the “catching 
up” which has been done, capital expenditures 
might be somewhat less in 1950. 


Employment and Unemployment 


Civilian employment touched an_all- 
time peak in July 1948, when 61,615,000 had 
jobs. The civilian labor force then included 
63,842,000—leaving 2,227,000 unemployed. A 
year later the civilian labor force totaled 
63,815,000—of whom 59,720,000 were em- 
ployed, and 4,095,000 were jobless. Two 
months later, however (partly because of 
seasonal factors) the labor force included 
62,763 ,000O—59,411,000 employed, and 3,351,- 
000 unemployed. Employment may be ex- 
pected to continue stable, barring strikes. 

Although strikes are unfortunate, their ef- 


fect on the level of general business is some- 
times exaggerated. A strike in a key industry, 
such as coal or steel, if prolonged, can cripple 
other industries. If, however, such a strike 
does not last too long, its effects show up 
principally in the industry immediately af- 
fected, and the repercussions in other indus- 
tries are less important. 

The principal result of a shorter strike is 
that stocks of coal or steel in users’ hands are 
reduced. The demand for coal may increase . 
if a strike is believed to be imminent; or may 
be larger than it would have been, after the 
strike ends. 


Summary 
This analysis of the general supply and 
demand situation indicates that, on the whole, 
the demand for goods will be well maintained 
in 1950, and supplies will be adequate. 
From this it follows that the general level 


of business activity and prices will compare 


favorably with 1949. 

The general business situation is sound. 
Only extraordinary developments—such as 
war or prolonged strikes in key industries— 
could cause either a substantial price rise, or 
a severe slump, in the near future. 

A business forecast is not ordinarily very 
exciting unless it predicts either a boom or 
a slump. Neither is in prospect for 1950. 

Considering, however, the extremely high 
current level of business, employment, and 
the national income, we may derive satisfac- 
tion from seeing them continue at a high level. 


PRIVATE FOREIGN INVESTMENTS CHANGE 


The present private foreign investments while paralleling the period following 
World War I in expansion differ materially in composition from that of the 1920's. 
In the decade ending with 1929, 60 percent of American foreign investments consisted 
of publicly offered foreign dollar bonds which were purchased in relatively small 
amounts by a large number of individual and corporate investors. In 1947, by contrast, 
$717 million, or 90 percent of the net private outflow (excluding undistributed foreign 
subsidiary earnings), consisted of direct investments. These investments were almost 
entirely by corporations and very largely for the expansion of existing enterprise. The 
bulk of the direct capital exports was concentrated in a relatively smaller number of 
enterprises than in the earlier period. Over 75 percent of the net outflow of American 
capital in 1947 was accounted for by ten American companies. 
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Michigan Business Indicators 
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POWER CONSUMPTION DECLINES—Power output in October and November did not match 
the high levels of the two ene months. Reduced production schedules arising from existing 
and prospective material shortages are reflected in this basic series. | 
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MICHIGAN EMPLOYMENT 
(NON-AGRICULTURAL ) 
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INDUSTRIAL STRIFE CHECKS RISE IN EMPLOYMENT-—Although employment fell below 
the two million mark the decline was moderate in view of the steel and coal strikes. A substantial 


rise in industrial lay-offs was in prospect had the steel strike continued. 
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| BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—November 
bank debits reached a low for 1949. The average for 1949 promises to be roughly the same as 
| 1948 despite industrial disturbances. There is as yet no reason to believe a marked downward 


trend is in progress. 
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PERSISTENT DECLINE IN UPPER PENINSULA BANK DEBITS—In November these debits 
were at the lowest level since 1947 after adjustment for seasonal variation. There are more 
signs of weakness in ~~ Peninsula bank debits than in the state-wide figures. The average 
for 1949 will be below and suggests a downward trend. 
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| The causes, significance, and 
probable consequences of 


The Devaluation of the 


British Pound 


ATE in September, Sir Stafford Cripps 

announced the devaluation of the British 
pound by approximately 30 per cent, reducing 
the pound from the wartime level of $4.03 to 
$2.80. This action came as a sequel to dis- 
cussions of British economic difficulties by 
British and other high officials in Washing- 
ton, and marked the culmination of continu- 
ing rumors of devaluation. The British an- 
nouncement set off a chain of devaluations 
by other nations. Never before in history 
has so extensive a realignment of exchange 
rates occurred in so brief a period. The main 
wave of devaluations, which included ap- 
proximately thirty nations, has now passed, 
but occasional cases are still being reported 
from time to time. 


The British Balance of Payments 
and the Dollar Shortage 


The immediate occasion for the British 
devaluation was the so-called “dollar short- 
age.” British exports to the United States 
have not sufficed to pay for imports from the 
United States, despite E.R.P. assistance. A 
nation, like an individual, must sell goods 
and services (exports) in order to make pay- 
ment for purchases (imports). If sales are 
not sufficient to cover current purchases and 
to make payments on old debts, a gap exists 
which must be bridged by using up reserves, 
delaying payment of old debts, incurring new 
foreign debts, or by gifts. 

Before World War II, Britain’s merchan- 
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dise imports exceeded her merchandise ex- 
ports. The difference was paid by her sales of 
services to foreign tourists, by receipts from 
shipping, banking services, etc. She likewise 
received substantial amounts of interest and 
dividends on large overseas investments. 
World War II upset the whole pattern of 
payments. During the war, British exports 
were seriously curtailed. She made heavy in- 
roads on her gold and dollar reserves, and 
disposed of substantial amounts of her over- 
seas investments to pay for swollen imports. 
Despite large amounts of lend-lease assistance 
from the United States and substantial gifts 
of goods from Dominion countries, she in- 


’ curred large war debts to India and other 


Dominion countries. 

Under the wartime system of exchange 
control, imports and exports were closely 
controlled in line with the war effort, and 
repayment of debts owed to foreigners (es- 
pecially dollar debts) was deferred. A dollar 
shortage existed for the entire group of 
sterling countries, and pounds ceased to be 
transferable into dollars except under strict 
controls. By these and other measures the 
British pound was kept pegged at its artifi- 
cial value of $4.03 in relation to the dollar, 
and other sterling area currencies were an- 
chored to the pound. 


Britain’s Postwar Position 


Wartime developments left a continuing 
dollar shortage, as a heritage in the postwar 
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period; and the shortage reached crisis pro- 
portions last summer when British reserves 
began to be drained away at an alarming 
rate. Britain needed more imports from the 
United States in the postwar period, bu: she 
faced serious obstacles in expanding her ex- 
ports of goods and services. 

The income from a portion of British over- 
seas investments has been lost permanently 
as a result of wartime liquidation. Shrunken 
shipping facilities have reduced income from 
tourists and freight. And, as productive facil- 
ities have been gradually restored, the British 
have faced difficulties in expanding their 
merchandise sales to the United States and 
other countries in the Western Hemisphere. 
This difficulty has been in part the result of 
our tariffs and red tape. But part of the dif- 
ficulty has been attributable to high British 
prices traceable to less efficiency in productive 
methods and to the high and artificial ex- 
change rate for British pounds. 

These factors created and continued the 
dollar shortage, and led to devaluation of the 
pound. Devaluation at an earlier time, before 
British productive facilities were restored, 
would have been of doubtful wisdom. Produc- 
tion has now recovered in an encouraging 
degree, but dollar sales have lagged. 


Effects of Devaluation 


As we have noted, the pound emerged from 
the war at an official exchange rate consider- 
ably above the value that the market would 
have established in the absence of exchange 
control. Even with exchange control, the 
pound had fallen to varying discounts on free 
and black markets in some countries. In other 
words, the supply of pounds exceeded demand 
at the old official rate of $4.03, and devalua- 
tion has set a new rate nearer the level sug- 
gested by market forces. It might be supposed 
that the effects of the 30 per cent cut in the 
value of the pound would automatically be 
these: 

(1) Reducing the prices of British goods 
in foreign currencies (e.g., dollars) ; 

(2) Stimulating sales of British goods to 
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countries which did not devalue (or de 
valued by smaller percentages); and, 

(3) Increasing the cost of imports from 
such countries. 

These matters are not so simple, however. 
The actual changes in exports relative to im- 
ports will depend on other considerations. 

If Britain cuts the dollar prices of her ex- 
ports by 30 per cent she will have to increase 
her unit sales to the United States by more 
than 40 per cent in order to secure as many 
dollars from her exports as she did before 
devaluation. 

But will either of these things occur? To 
the extent that costs and prices rise in Brit- 
ain, the rise offsets the cheapening of the 
pound and reduces the export stimulus. A 
general rise of British wages, which would 
tend to increase all costs, would defeat the 
primary objective of the devaluation. 

On the other hand, in the case of goods 


‘which foreigners wiil not buy in increased 


volume at cheaper prices, or in the case of 
goods that cannot be supplied in larger vol- 
ume (at least in the short run), reduced 
dollar prices would not stimulate unit sales, 
and would merely reduce the dollar proceeds. 
The prices of Scotch whiskey, ocean-travel 
rates, etc., are cases in point. 

But in the case of rubber, tea, automobiles, 
textiles, goods and services sold to tourists, 
etc., sales should be stimulated if a rise in 
costs at home is held in check, thereby per- 
mitting dollar prices to be cut. 


The Effects of American Price Changes 


The improvement of British exports is also 
dependent on the course of prices in the 
United States. British competition exerts some 
downward pressure on American prices, and 
to the extent that our prices fall, the British 
will lose their export advantage. 

On the other hand, price reductions of raw 
materials which enter into British exports 
and of other products sold to the British, 
would help improve the British balance of 
payments by lessening the costs of imports 
and by holding down the price of British ex- 


ports made from such raw materials. But such 
reductions in American prices are uncertain, 
and for a time at least the British will have to 
pay more for imports from the dollar area. 
This will tend to curtail British purchases 
from the United States and divert them to 
other areas. 

There is another respect in which devalua- 
tion may improve the British balance of pay- 
ments—that is, in relation to the war debts 
owed to Dominion and other countries in 
terms of British pounds. Any immediate gain 
is neutralized by the fact that most of the 
members of the sterling area have devalued in 
approximately the same percentage. But the 
debts are cut in relation to gold and dollars, 
and this aspect may be significant in the event 
that pounds are again made transferable. 


American Devaluation Opposed 

What matters most to Britain and other 
countries having dollar shortages is of course 
the reaction in the United States. It has been 
suggested that we fall in line and again de- 
value the dollar (increase our price for gold). 
If, for example, we increased the price of 
gold from $35 to $50 an ounce (about 44 per 
cent), this action would tend to return the 
pound to its old exchange rate of $4.03, and 
lead to an appreciation of other foreign 
moneys. 

Such action, however, would be entirely 
inconsistent with our objective of trying to 
expand our imports as a means of overcoming 
the general dollar shortage and restoring 
balanced multilateral trade. Our long-run 
interests in this objective outweigh any im- 
mediate trade disadvantage accruing from 
the foreign devaluations. 

The effects of devaluation by the United 
States would be to attract even larger gold 
imports, with the chief advantage accruing 
to South Africa, Russia, and other gold pro- 
ducers. Such ill-advised action on our part, 
moreover, would tend to intensify inflationary 
pressures which are still a matter of concern 
in the United States. 

The devaluations which have been made 
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recently by other nations have sought to cor- 
rect overvalued currencies inherited from the 
war, and to aid in correcting balance of pay- 
ment gaps in their trade with us. Any change 
in our gold price would tend to defeat these 
important objectives and invite a new round 
of devaluations by others. 


Effects of Devaluation Uncertain 


The effects of the devaluation on the British 
economy are still uncertain. Already the 
pound has been dealt in at rates considerably 
below $2.80 on some of the free or black 
markets of Europe, and some commentators 
have inferred that the pound was not cut 
drastically enough. But British officials have 
given assurance that the discount transactions 
have applied to relatively small amounts of 
exchange, some of which have evaded the 
exchange control authorities illegally. 

There has been some increase in Britain’s 
gold and dollar reserves since September, but 
trade statistics are not yet available to meas- 
ure the full effects on commodity markets. 
Some British prices have risen in a degree 
fully offsetting devaluation and others by 
lesser degree. Hence the over-all cheapening 
of British goods to us will turn out to be 
considerably less than the initial 30 per cent 
indicated by the devaluation of the pound, 
and the export stimulus correspondingly less. 
Devaluation has added in several ways to the 
inflationary pressures in Britain, already seri- 
ous as a result of the commodity shortages 
and monetary expansion inherited from the 
war. The Labor Government has continued 
its attempt to suppress inflation by price con- 
trol, subsidies, and rationing, coupled with 
exchange control; and was naturally hesitant 
and reluctant to add another inflationary 
pressure—devaluation. 

After much debate, it seems that British 
labor is disposed to accept a continued wage 
freeze and some cut in living standards, but 
this important factor remains in doubt. Also 
doubtful is the measure of response to be 
expected from British businessmen, who have 
been finding it easier to sell to Dominion 
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countries than to “buck” the American mar- 
ket. The cartel system and a paternalistic 
government have dampened the British com- 
petitive spirit, some argue. All admit the need 
of more efficient productive methods in 
Britain. 

There is also the related problem of the 
British budget. Inflationary pressures which 
keep costs up and make continuing controls 
seem necessary are an important part of the 
product of war and postwar fiscal policy. Ef- 
fective budgetary economy curtails monetary 
expansion and domestic demand, which in 
turn curtails import demand and frees goods 
for export at relatively lower prices. The re- 
cent economies announced by the Labor Gov- 
ernment with respect to social security, etc., 
are thus pertinent to an appraisal of devalu- 
ation and the balance of payments problem. 

Appropriate American Policies 

The United States can play its part by 
taking measures which expedite imports into 
the United States. The maintenance of a high 
level of productive activity in our own 
economy without the introduction of new in- 
flationary pressures in this country, is an 
essential condition for larger imports from 
Britain and cther countries. Further reduction 
of tariffs and other trade restrictions and 
larger foreign investment are other contri 
tions which we can make in our effor:: to 
escape from continuing acceptance of ld 
and “thank-yous” in exchange for goods. The 
European Recovery Program has provided 
an urgently needed breathing spell, but it was 
predicated on a pay-your-own-way objective 
by 1952. 

The time has now arrived for a stock-taking 
of aims and accomplishments. We have given 
billions of dollars to the rebuilding of Western 
European economies and whole-hearted sup- 
port to the International Monetary Fund and 
other international agencies designed to pro- 
mote the rebuilding of world trade and a 
multilateral trading system. 

The British devaluation was an inevitable 
step, made necessary by the overvaluation 
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inherited from the war. But it promises at 
best to give only temporary help to exports 
until lagging adjustments in costs and prices 
occur, and it is not a measure which can be 
employed again without inviting some disas- 
trous consequences. 

It is not a substitute for increased effi- 
ciency and other measures to reduce costs 
permanently. Devaluation is one way of re- 
ducing costs temporarily, partly by a reduc- 
tion in real wages. If it turns out, as some 
believe, that Britain and some other Western 
European nations have overshot the mark 
with respect to the standard of living they 
can maintain, in terms of efficiency, then 
more modest goals as to living standards must 
be accepted as the key to the dollar shortage, 
until efficiency can be increased. 


PUBLIC AND PRIVATE DEBT 
IN 1948 


A recent report from the U. S. Depart- 


ment of Commerce shows that the total 
net debt in this country on December 31, 
1948 amounted to $429 billion, an in- 
crease of $14 billion from the year be- 
fore. The net debt compares with an an- 
nual national income of approximately 
$220 billion. 

The increase in total debt during 1948 
was a composite of divergent movements 
in the public and private aggregates. Net 
public debt was reduced $5 billion, while 
net private debt moved upward $19 bil- 
lion. The reduction in net public debt 
during 1948 was the result of a cut in 
Federal indebtedness of $6.8 billion and 
a rise of $1.8 billion in state and local 
government obligations. 

Corporate net long-term debt advanced 
$4.8 billion in 1948 reaching $49.6 billion 
at the year’s end. While this aggregate 
amount of corporate long-term debt was 
slightly below the volume reached in 1930 
and 1931, the rise during the year was at 
a record rate. 
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emphasizes f 
at the “grass-roots.” 


The W. E. Upjohn Institute for Community Research 
employment through understanding 


Research, Business, 


and Employment 


HAT has come to be loosely called “full 

employment” continues to be a basic 
problem in economic life. The term “full em- 
ployment” in its best sense does not mean 
merely keeping everyone busy. It means pro- 
viding all workers who wish to work an 
opportunity for remunerative employment in 
business units that also provide reasonable 
returns to interested enterprisers and invest- 
ors. The problem of full employment is one 
of achieving productive employment for work- 
ers, enterprisers, and capital. Basically, this 
is a task of achieving economic growth and 
progress without excessive economic insta- 
bility. 

The W. E. Upjohn Institute for Community 
Research is attempting to contribute toward 
the achievement of this goal by a program of 
research and counsel which is aimed at helping 
business by developing economic understand- 
ing at the “grass-roots” level. 

This article reviews the basic ideas behind 
the instiiute’s efforts, and describes some of 
the things that are being done to get results. 


History and Focus 


In 1932 Dr. W. E. Upjohn, a Kalamazoo 
businessman with strong feelings of respon- 
sibility to society, established the W. E. 
Upjohn Unemployment Trustee Corporation. 
Between 1932 and 1945 the corporation 
moved toward its full employment objective 
largely through a series of grants to others for 
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research, and activities designed to lessen un- 
employment and to alleviate the distress of 
unemployed persons. In July, 1945, the W. 
E. Upjohn Institute for Community Research 
was established to give focus to the corpora- 
tion’s efforts toward promoting full employ- 
ment. 

The basic emphasis of the institute’s current 
thought and action is on moving toward full 
employment by facilitating the effectiveness 
of business enterprise. The growth and levels 
of employment opportunity are closely 
associated with the growth and levels of 
profitable business enterprise. Business enter- 
prisers and investors make many of the key 
decisions that determine the general rate of 
economic growth and level of employment. 

Business enterprise is ultimately a servant 
of the consumer, highly dependent on the 
worker and is in a sense a creature estab- 
lished by the will of society as a whole. It is 
important that enterprisers should realize this, 
and, on the other hand, that all citizens should 
see clearly the part played by the business 
enterpriser both in providing goods and ser- 
vices for consumption and in providing em- 
ployment for labor and capital. 


Toward Operational Efficiency 


Among the serious threats to the mainten- 
ance of high-level employment are business 
firms operating at less than maximum effi- 
ciency. Inefficient firms are unprofitable; un- 
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profitable firms fail; and firms that fail can no 
longer provide employment. It has been well 
said that, “The greatest crime against the 
worker is a business which does not earn a 
profit.” 

The institute has developed a “Business 
Stabilization Audit” which is a method for 
investigating all aspects of a company’s op- 
erations which might have a bearing on 
efficiency and stability—production methods, 
product developments, sales management, em- 
ployee relations, etc. Considerable emphasis 
is placed on discovering internal sources of 
previous curtailment and layoffs by the firm 
under study. 

The investigation is conducted by interview- 
ing key people in the company who are 
directly responsible for the various operations. 
In these interviews the participants are en- 
couraged to « freely their operating 
problems anc 4. sugges: improvements in 
their own and «elated spheres. Various com- 
pany records are studied to confirm or refute 
points raised in the interviews. 

The contribution of the institute staff 
members in such a survey is to stimulate 
thinking by key people, to assemble and or- 
ganize the important material into a report, 
and to discuss that report with the president 
of the company. The institute has been en- 
couraged by the extent to which such audits 
have resulted in efficiency-increasing changes. 


Community Foundations 


The institute emphasizes research that will 
facilitate economic growth and _ high-level 
employment in its home community—Kala- 
mazoo, Michigan. Starting “at home” makes 
it somewhat easier for the institute staff to 
visualize business problems. Local business- 
men can make known their problems to the 
institute staff and the staff can reach business- 
men in this community with the results of 
research. The institute utilizes direct counsel- 
ing as one important means of transmitting 
the results of research to those individuals 
who make many of the key decisions affecting 
business and employment. A close working 
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relationship between the institute staff and 
the community’s business leaders is especially 
helpful in this connection. 

In addition to assisting businessmen with 
their operational problems, as through the 
“Business Stabilization Audit,” the institute 
recognizes that every community has special 
advantages for certain lines of business. We 
are attempting to study the resources and 
locational characteristics of the Kalamazoo 
area in the hope that we may aid in gearing 
investment and enterprise into those lines for 
which this area is best fitted. For example, in 
May, 1949, the institute issued a study en- 
titled “Industrial Land Supply.” This study 
reviews the situation in the Kalamazoo area 
and gives a fairly detailed description of 
available industrial sites. It provides a partial 
guide to businessmen for possible business - 
expansion as well as to government officials 


_and others who may be interested in improv- 


ing the community’s business environment. 

It should be made clear that the emphasis 
on “grass-roots” beginnings does not mean 
that the institute’s interests are confined en- 
tirely to conditions in its home community. 
The institute has a primary interest in full 
employment for the Kalamazoo area. The 
broad emphasis, however, is on moving toward 
more employment, more steady employment, 
and more productive employment, not only in 
this community but throughout the land. The 
feeling simply is that movement toward this 
objective can be facilitated by starting “at 
home”—with individual business units, en- 
gaged in specific lines of business, and located 
in a particular community. It is conceivable 
that the results of research at the “grass- 
roots” could spread widely; and that the 
institute’s efforts, if effective, may serve to 
encourage similar ventures in other commun- 
ities. 

Businessmen Need Broad Economic 

Perspective 
While the institute’s focus is on the indi- 


vidual enterpriser, one of its basic drives is 
to help him visualize the larger economic 
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environment. Every business enterpriser is a 
citizen of a broad economic world that reaches 
not only beyond the borders of his particular 
community, but includes the country as a 
whole and, indeed, the lands beyond the seas. 

Whether a manufacturer produces paper in 
Kalamazoo, flour in Minneapolis, or steel in 
Pittsburgh, he is dependent for success on 
what happens in the way of production, 
employment, income flows, and general eco- 
nomic activity in all parts of the nation. 
Fluctuations in income and employment gener- 
ally go far toward determining the market for 
paper, and the competition faced by a paper 
mill in Kalamazoo comes from many points 
of the compass. 

The institute staff attempts to keep abreast 
of economic conditions and developments in 
the economy as a whole and is attempting to 
make this information of use to Kalamazoo 
businessmen through publications and con- 
ferences which emphasize the importance of 
taking “the broad look” when making busi- 
ness and employment decisions. 

Perspective in Time 

Every businessman knows the importance 
of anticipating the future. Many business 
firms, however, do not have sufficient infor- 
mation readily available for establishing busi- 
ness policies geared to a scientific anticipation 
of economic changes. The scientific anticipa- 
tion of economic cycles and changes can be 
of basic significance in increasing business 
profitability and maintaining high-level em- 
ployment. The institute is making a definite 
effort to promote understanding among Kala- 
mazoo businessmen of the factors affecting 
economic change, of the probable directions 
of such change, and of the significance of 
strategic economic changes for their particular 
industries and firms. 

We are especially interested in helping 
businessmen understand the Jong-run outlook 
for the nation’s economy. Capital expansion 
is a basic necessity for increasing employ- 
ment; and capital expansion involves long- 
range commitments. A sound understanding 
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of the long-range economic outlook can con- 
tribute markedly to the probability that an 
investment made next year will prove profit- 
able in the years to come. The products of 
a plant built next year will come into the 
market during the next five, ten or twenty- 
five years; and the economic conditions 
during these years will bear heavily on the 
ultimate success of that capital commitment. 
The Long-Run Outlook 


In August, 1949, the institute issued a 
booklet entitled “Perspective for Business 
Expansion—A Memorandum to Kalamazoo 
Businessmen.” Through a study of the basic 
factors that have characterized the nation’s 
economic development over several genera- 
tions, the institute attempted to give business- 
men of Kalamazoo a general impression of 
the economic outlook to 1970. The study 
presents estimates of the probable trends to 
1970 for the United States as a whole, of 
such basic factors as population, employment, 
productivity per employee, and the national 
income; and it urges Kalamazoo businessmen 
to bear these long-run probabilities in mind 
when considering business expansion. 

The economic and historical research upon 
which the estimates in the report are based 
indicate a strong undercurrent of long-run 
economic growth. 

The institute is concentrating its major 
effort—in line with its local emphasis—on 
developing better understanding of the long- 
range economic outlook by businessmen in 
Kalamazoo. It is evident, of course, that the 
high rate of economic growth in the economy 
as a whole, upon which a favorable outlook 
for individual businessmen in Kalamazoo de- 
pends, requires confidence and expansion by 
businessmen in communities throughout the 
nation. In this sphere particularly, therefore, 
there is strong hope that the results of the 
institute’s research may blend with that of 
others, and reach businessmen everywhere. 

Specific Industries 

The impact of general economic change 

differs greatly industry by industry; and an 
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understanding of the relationship of changes 
in a particular industry to changes in the 
economy as a whole is important for effective 
adaptation by any specific business firm. 

It is the plan of the insatute to study 
intensively this aspect of those industries for 
which the Kalamazoo area is well adapted. 
Reports have been issued under the titles of 
“The Construction Outlook in Kalamazoo 
County” and “Housing Needs in Greater 
Kalamazoo.” Studies concerning the outlook 
for other industries in relation to that for the 
economy as a whole promise to form a con- 
siderable part of the institute’s program in 
the years ahead. 


General Economic and Govern:ental 
Policies 

General economic and governmental atti- 
tudes and policies can modify considerably 
the direction of future economic change, the 
possibility of profit, and the prospects for 
productive employment. Excessive taxes on 
business profits, for example, can limit busi- 
ness expansion; while monetary policies can 
do much to increase or decrease business and 
employment stability. Above all, any restric- 
tions on individual freedom—especially on 
freedom of entry—whether by business, labor, 
or government, can do much to darken the 
general economic outlook and the profit pros- 
pects of the individual businessman. 

It is important, therefore, that business- 
men understand the impact of various broad 
policies on their specific industries and firms 
in order that they can adapt wisely to what- 
ever general economic and governmental 
policies may prevail. Most business firms are 
small relative to their market and to their 
economic environment generally. In the main, 
therefore, they must spend the bulk of their 
time in adapting to broad national policies 
rather than trying to mold them. 

Businessmen cannot, however, neglect to 
play a part in molding broad economic and 
governmental attitudes and policies. Perhaps 
the one thing that could greatly retard the 
strong undercurrent of economic growth 


which appears to characterize the American 
economy would be unwise policies by govern- 
ment, business, or labor which limited the 
freedom of economic activity. 

Although the institute’s efforts in the area 
of economic policy are primarily pointed 
toward helping businessmen to adapt them- 
selves to such broad policies as may prevail, 
we also urge individual businessmen to think 
in terms of helping to mold broad attitudes 
and pclicies—especially through their own 
everyday business activities. 

In addition, the institute looks eagerly and 
with interest toward all agencies, public and 
private, that strive toward developing gen- 
eral economic and governmental policies 
favorable to rapid growth in profitable en- 
terprise and remunerative employment. 


Individual Understanding and 
Democratic Expansion 

Running through the efforts of the insti- 
tute is a strong reliance on the power of 
knowledge and its use by the individual in 
a democratic, free enterprise economy. The 
free private enterprise system is built on the 
pillar of wise action by a vast number of in- 
dependent individuals in all walks of life, 
especially by those who direct business enter- 
prise, large and small. 

If a broad understanding of the nature of 
our economic system with its potentialities 
can be made a part of the working knowledge 
of businessmen in Kalamazoo and in com- 
munities throughout the nation, the conse- 
quent more effective business action alone 
would go far toward making this economy 
grow in rapid if not in relatively even strides. 
The widespread gearing of action by indi- 
vidual business units into the needs and out- 
look for the economy as a whole could con- 
ceivably lead to a fairly coordinated and 
rapid economic growth through the sheer ex- 
ercise of economic democracy. 

It is our hope that the efforts of the W. E. 
Upjohn Institute for Community Research 
may provide a bit of leaven toward this 


happy end. 
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BUSINESS BRIEFS 


CONSUMER INCOME 


Aa analysis of the Federal Reserve Board’s 
November Bulletin showed consumer income 
flowing at the rate of $210.6 billion a year 
_ in the third quarter of 1949. This figure is 
90 percent higher than the total consumer 
income in 1939 but, it is off 3 percent from the 
peak reached in the fourth quarter of 1948. 

Income reductions were concentrated main- 
ly in wage and salary payments in manufac- 
turing, mining, and railroad transportation, 
where activity was sharply curtailed, and in 
income of farm operators, which reflected de- 
clines in prices of farm products. Wage and 
salary payments in other industries increased 
slightly over the past year as employment 
was maintained and wage rates advanced 
moderately. 


* * * 


WAGES AND HOURS 


For the first time, retailers can now find 
how their wages and hours compare with 
those of their competitors. Formerly the 
Bureau of Labor Statistics lumped its statis- 
tical data for the entire field of distribution 
under one over-all figure. Now, the Bureau 
of Labor Statistics has come up with a new 
series of figures that will give marketing 
executives a pretty good check on their wage- 
hour program. 

The new series consists of a breakdown of 
average wages, hours worked, and number of 
persons employed in each of the following 
categories: wholesale trade, general merchan- 
dise establishments, department stores and 
mail-order houses, food and liquor stores, 
automotive and accessories dealers, apparel 
and accessories stores, furniture and appliance 
retailers, and lumber and hardware stores. 

This new breakdown will not only be a 
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yardstick with which to compare a particular 
store with the average, but will also serve as 
an index to judge the seasonal effect upon 
various types of retailers. 


* * * 
SMALL EXPORTERS 


The Economic Cooperation Administration 
now has under way a number of projects 
which are expected to channel more export 
orders to small businessmen. E.C.A. is not 
a procurement agency, hence, its help to 
small businessmen is mainly information and 
advice. Below are listed some of the schemes 
which are expected to help small business- 
men get Marshall Plan orders: 

A directory listing the names and products 
of small concerns who want to sell abroad. 

A counseling service for businessmen seek- 
ing advice about exporting under the Euro- 
pean Recovery Program. This service is al- 
ready available in Washington, and officials 
hope to expand it to many communities 
throughout the country. 

A list of foreign importers who have bought 
goods under the E.C.A. 

Advance information, when available, on 
purchases the Europeans wish to make. 

E.C.A.’s new Small Business Office is com- 
piling a report showing the size and type of 
U. S. concerns sending goods abroad, the 
kind of products they sell, and how each 
contacts its foreign buyers. 


* * 


CONSUMER OWNERSHIP 


The high levels of consumer income and 
saving in the war and postwar periods are re- 
flected in the current record volume of con- 
sumer holdings of various liquid and nonliquid 
assets. The following extracts from the 
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Federal Reserve Board’s 1949 Survey of 
Consumer Finances conducted by the Survey 
Research Center of the University of Michi- 
gan, show how these assets are distributed on 
a family unit basis. 

Almost all consumer spending units covered 
by the survey owned some assets early in 
1949 and roughly eight families in every ten 
reported ownership of at least one asset hav- 
ing a gross value of approximately $500 or 
more. 

Nearly 26 million, or about one-half of all 
consumer spending units, owned more than 
27 million automobiles in early 1949. 

At the beginning of 1949 approximately 
four million spending units, about 8 percent 
of the total, owned stock in corporations open 
to investment by the general public. Half of 
these spending units valued their stockhold- 
ings at less than $1,000. 

Life insurance was the most widely dis- 
tributed type of nonliquid asset. About three 
of every four units reported that at least one 
member of the family carried life insurance. 

A full or part interest in a nonfarm unin- 
corporated business or privately held corpora- 
tion was reported by the members of roughly 
4.5 million spending units, or about 9 percent 
of all units. 

Approximately one of every six of the 
nation’s consumer spending units owned some 
real estate other than the home or farm on 
which they lived. Most frequently this other 
real estate was a lot, an extra farm or farm 
land, or a one or two family house. 


* * 


OLD-AGE BENEFITS 


Of the 58 million persons gainfully em- 
ployed in the U. S. 34 million are under the 
governmental social security system. As of 
October, 1949, 7.2 million of these were cov- 
ered by industrial pensions and retirement 
profit sharing plans. Of the 13,000 private 
pension plans in effect in the U. S., 8,300 
call for payment by the employer of the total 
cost. 


1950 


CONGRESS DEFINES “REGULAR RATE” 


Recent amendments to the Fair Labor 
Standards Act (the wage-hour law) have 
clarified what is meant by a “regular rate of 
pay.” This is important to all employers be- 
cause overtime is based on one and a half 
times the “regular rate.” 

The revised law, which goes into effect in 
late January, not only defines “regular rate,” 
but specifically lists “fringe” payments which 
are not to be counted as part of the “regular 
rate.” 

Bonuses may be disregarded in computing 
overtime pay if they are a reward for service 
and not measured by, or dependent on, the 
number of hours worked, the worker’s pro- 
duction, or his efficiency. Both the fact that 
the payment is made and its amount must be 
determined solely at the employer’s discretion. 
There must be no prior agreement, or promise 


‘that would cause the worker to expect the 


payment regularly. Pay for time not worked, 
such as holidays, and vacations, is also ex- 
cluded from the “regular rate” when com- 
puting overtime pay. 


* * * 


MICHIGAN FARM LAND PRICES 


A decline in the Michigan farm land prices 
and a sharp decrease in the activity of the 
land market has been reported by the 
Michigan Farm Economics, Michigan State 
College. 

Farm land prices in Michigan were 207 
percent of the 1912-14 level in July and 
November of 1948. This was the highesi point 
reached following World War II, and was 
about a third higher than the 1920 peak. The 
index of land prices in July 1949 had declined 
to 196, or a drop of 5 percent from the peak 
of November 1948. 

The number of farms changing hands in 
the last year has dropped sharply from the 
wartime peak. Sales of farms in the past year 
have averaged about oue-third less than the 
peak rate of turnover. 
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PROBABLE NEW PEAK IN AUTOMOBILE 


PRODUCTION 
(Millions of Units) 


Automobile Production 


= Truck Production 


NEW PRODUCTION RECORD 


Despite the slow-downs caused by steel and 
coal strikes more cars, trucks, and buses came 
off the assembly lines in 1949 than in any 
year in the history of the automobile industry. 
Final figures will approximate 6,200,000 units 
as compared with 5,285,425 in 1948. In 1929, 
previous high year, production was 5,358,420. 

The new year, 1950, promises to be com- 
petitive. The “seller’s market” is gone. Al- 
ready there are signs of the return of prewar 
conditions in the merchandising of automo- 
biles. Used car prices are declining. Vigorous 
competition among dealers for new car orders 
may be evident before early summer. 

The long-term outlook for the industry, 
however, is favorable. The average age of 
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the 43,900,000 vehicles on the road remains 
high. It was 8.4 years last year as compared 
with 5% years in 1941. With motor travel 
at a new high, 424 billion miles last year as 
compared with 333 billion in 1941 and 200 
billion in 1929, and cars on the road relatively 
old the automobile industry appears to be on 
solid ground. 

The long-term growth of population, the 
development of our highway system, and pros- 
pects for continued increase in the use of the 
automobile, point to the gradual increase in 
the number of car and truck registrations and 
the number of units on our roads and high- 
ways. Dr. Sumner H. Slichter, Harvard Uni- 
versity economist, is of the opinion that in 
another generation 70 million cars will be on 
the road. 


Michigan Business 


